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TASK  FORCE  RECOMN  = 


The  New  England  Regional  Commission  Task  Force 
on  Capital  and  Labor  Markets  was  established  at  the 
April  4,  1975  meeting  of  the  New  England  Regional 
Commission  in  Dedham,  Massachusetts.  Respond- 
ing to  an  offer  of  assistance  from  the  private  sector, 
each  Governor  appointed  three  representatives  to 
the  Task  Force,  including  representatives  from 
business,  banking  and  organized  labor.  Their  task  as 
outlined  by  the  Governors  was  to  suggest  policy 
recommendations  designed  to  alleviate  bottlenecks 
in  the  region's  capital  and  labor  markets.  Through- 


out the  summer  and  early  fall,  the  Task  Force  soli- 
cited the  views  of  business,  financial,  labor  and 
governmental  leaders  on  the  issues  of  an  unaccept- 
ably  high  regional  unemployment  rate  and  the  capital 
limitations  to  regional  growth. 

As  the  work  progressed,  a  meaningful  process 
developed  among  the  key  interest  groups  who  were 
represented.  The  Task  Force  strongly  believes  that 
these  different  interests  have  more  in  common  than 
is  usually  acknowledged;  namely,  that  by  failing  to 


To  Make  New  England  Capital  Markets  Work  Better, 
the  Task  Force  Recommends: 


■  A  broad-gauged  informational  program  that  forcefully  favors  economic  growth. 

■  A  capital  budgeting  and  financing  program  for  small  and  medium  businesses  to  be 
taught  in  the  region's  publicly  supported  business  schools. 

■  Expansion  of  the  concept  of  the  Vermont  Municipal  Bond  Bank  and  the  Maine 
Municipal  Bond  Bank  to  the  remaining  New  England  states. 

■  A  change  in  Federal  tax  regulations  to  spawn  and  accelerate  expansion  of  new 
technical  enterprise  development. 

■  Expansion  of  the  Connecticut  Product  Development  Corporation  to  operate  in  all 
of  the  New  England  states. 

■  A  privately  financed  regional  fund — the  New  England  Capital  Corporation — to 
supply  long-term  (10-20  year)  debt  capital  to  established,  profitable,  sound  and 
growing  New  England  companies  at  competitive  costs. 


DATIONS  SUMMARIZED 


work  together  to  reach  common  goals,  all  interests 
can  lose  together. 

As  the  work  proceeded,  a  distinct  approach  to  these 
two  New  England  economic  policy  issues  emerged 
from  the  Task  Force  process.  Although  there  was 
little,  if  any,  discussion  about  the  need  to  develop  a 
specific  methodology  or  philosophy  to  attack  the 
policy  issues,  one  nonetheless  evolved.  It  can  be 
best  described  as  a  commitment  to  realism.  This 
commitment  clearly  runs  through  the  twelve  recom- 
mendations, specifically  in  terms  of  suggesting  that 


the  new  policy  options  to  make  labor  and  capital 
markets  function  more  smoothly  rest  heavily  upon 
minimizing  existing  frictions  and  obstacles  that  pre- 
vent their  orderly  interaction  with  the  other  sectors 
of  the  New  England  and  national  economies.  This 
emphasis  is  important  because  it  recognizes  the 
imperative  need  to  first  clear  away  these  structural 
impediments  before  any  more  sweeping  policy  op- 
tions can  be  considered. 

The  twelve  Task  Force  recommendations  are  sum- 
marized below. 


To  Make  New  England  Labor  Markets  Work  Better, 
the  Task  Force  Recommends: 

■  A  comprehensive  labor  market  demand  and  supply  study  to  identify  specific 
occupations  in  which  labor  market  shortages  are  likely  to  occur  and  launching  of  a 
major  informational  program  emphasizing  the  visible  career  ladders  in  these 
occupations. 

■  A  Skilled  Worker  Development  Financial  Loan  Program  to  attract  workers  into 
the  critically  short  emerging  occupations. 

■  Greater  coordination  of  the  six  Divisions  of  Employment  Security  Job  Banks 
within  the  region,  especially  where  labor  market  clusters  cross  state  boundaries. 

■  A  viable  mechanism  to  forecast  emerging  and  declining  occupations  and  coor- 
dination of  the  dissemination  of  this  information  among  the  region's  vocational- 
technical  schools. 

■  A  Journeyman's  Advisory  Council  drawn  from  representative  skills  to  advise  the 
region's  vocational-technical  schools. 

■  A  Transportation-to-Work  Program  for  labor  market  clusters  where  travel  dis- 
tances and  lack  of  transportation  facilities  restrict  workers  to  specific  locales. 


THE  EMERGENCE  OF  A  COLLABORATIVE  PROCESS 


Having  to  deal  with  New  England's  troublesome 
economic  problems  has  long  been  the  preoccupation 
of  the  region's  Governors  and  socially  responsible 
individuals  and  institutions.  New  England's  current 
economic  problems  date  back  several  decades.  The 
national  economy  grew  rapidly  in  the  early  1950's, 
but  New  England  slipped  into  the  rut  of  economic 
maturity  as  the  region's  historically  vital  industries 
migrated  southward  in  search  of  cheap  and  unor- 
ganized labor.  Difficult  as  the  transition  years  were, 
marked  by  chronically  high  unemployment  and 
decaying  mill  towns,  the  problems  seemed  to  correct 
themselves  through  unguided  market  forces  and  a 
substantial  wave  of  replacement  industry,  especially 
in  the  high-technology  research  and  development 
firms  stimulated  the  region's  growth.  By  the  late 
1950's,  the  New  England  economy  once  again  began 
to  show  favorable  income  and  employment  charac- 
teristics. Most  observers  believed  that  the  worst  was 
over  and  that  the  region's  inherent  growth  momen- 
tum would  be  self-sustaining.  This,  however, 
proved  not  to  be  an  accurate  forecast  as  new  prob- 
lems resulting  from  defense  and  NASA  cutbacks 
emerged  in  the  late  1960's. 

In  large  part,  New  England's  current  economic  dif- 
ficulties date  from  the  failure  of  the  regional  econ- 
omy to  recover  fully  from  the  1969-70  national 
recession.  The  protracted  1974-75  national  reces- 
sion has  only  worsened  a  poorly  functioning  regional 
economy.  While  it  is  a  fact  that  substantial  economic 
gains  have  been  made  through  the  growth  of  high- 
technology  industry,  underlying  structural  problems 
have  been  too  easily  glossed  over.  New  England  still 
relies  excessively  on  too  many  labor-intensive 
industries  which  are  faced  with  foreign  competition, 
and  still  contains  too  many  economically  depressed 
mill  towns  unable  to  resolve  their  unique  problems. 

Today  the  region's  unemployment  rate  is  well  above 
10  percent,  compared  with  a  national  rate  of  about 


8.0  percent.  This  unemployment  differential  vividly 
portrays  the  magnitude  of  the  region's  structural 
problems  which  only  compound  dislocations  caused 
by  the  nation's  business  cycle  downturn.  The  mag- 
nitude of  this  unemployment  problem,  and  the  com- 
monly shared  view  that  it  will  continue,  provide  the 
basis  for  the  formation  of  the  Task  Force. 
The  essential  fact  for  New  England  is  that  the  eco- 
nomic outlook  is  far  less  encouraging  now  than  it  was 
more  than  two  decades  ago.  Today,  Governors, 
governmental  officials  and  regional  economists  alike 
believe  that  the  decade  ahead  will  probably  not  con- 
tain sufficiently  strong  and  pervasive  national 
growth  forces  to  produce  economically  acceptable 
employment  and  income  levels  in  New  England.  The 
spectacular  recovery  in  the  late  1950's  and  1960's — 
partially  financed  through  government  spending  for 
defense  and  NASA  and  strengthened  by  a  vigorously 
growing  private  national  economy — is  not  likely  to 
be  repeated  in  the  late  1970's  and  early  1980's.  Fur- 
thermore, the  momentum  of  national  market  forces 
is  inducing  rapid  growth  in  other  regions,  especially 
in  the  South,  Southwest  and  West.  While  most  agree 
that  New  England's  stake  in  future  national  growth 
is  not  as  clear  as  it  was  two  decades  ago,  building  an 
economically  healthy  and  environmentally  accept- 
able region  is  not  beyond  the  reach  of  prudent 
economic  policy.  What  is  required  is  a  continuing 
partnership  among  the  key  participants  of  society — 
government,  organized  labor,  business  and  finance. 
The  Task  Force  believes  that  elected  officials  should 
provide  regional  leadership  to  bring  these  diverse 
groups  together.  Perhaps  unknowingly,  these  inter- 
ests have  a  good  deal  more  in  common  than  is  usually 
acknowledged.  By  failing  to  work  together  to  reach 
common  goals,  all  interests  can  lose  together.  With  a 
meaningful  collaborative  process,  the  cooperation 
necessary  to  convert  the  troublesome  problems  of 
our  economic  maturity  into  prosperity  can  become  a 
reality. 


Unquestionably  the  need  to  develop  such  a  process 
has  existed  for  a  number  of  years.  Repeatedly 
numerous  governmental  and  private  institutions 
have  called  for  greater  public-private  sector  coop- 
eration in  planning  for  our  common  economic  future. 
Recent  efforts  to  raise  the  level  of  concern  about  the 
economic  ills  of  New  England  and  to  seek  coopera- 
tive solutions  can  be  found  in  the  forthright  appeals 
of  the  Governors,  the  New  England  Council,  a 
number  of  utilities,  and  several  of  the  region's  large 
banks  and  other  financial  institutions.  The  need  for  a 
New  England  collaborative  process  within  the  con- 
text of  a  national  economy  was  most  forcefully 
stated  by  Governor  Noel  in  an  open  letter  to  his 
fellow  Governors  at  the  Democratic  Governors' 
Conference  at  Hilton  Head,  South  Carolina,  in 
November  1974  when  he  wrote:  "I  would  bring  to 
your  attention  that  there  is  a  very  real  problem  of 
different  effects  of  national  policies  on  various  sec- 
tions of  our  nation.  This  differential  impact  is  of 
sufficient  significance  that  we  must  deal  with  it  real- 


istically, for  the  economic  well-being  of  our  nation 
rests  upon  the  economic  well-being  of  our  different 
sections." 

The  collaborative  process  moved  closer  to  reality 
when  the  New  England  Regional  Commission  met  in 
Andover,  Massachusetts,  for  its  spring  meeting  on 
March  26,  1975.  Responding  to  a  request  by  Gover- 
nor Salmon  to  outline  new  programming  initiatives 
for  the  New  England  Regional  Commission  in  1975 
and  1976,  Dr.  James  Howell,  Senior  Vice  President 
and  Chief  Economist  of  The  First  National  Bank  of 
Boston,  stated  that  the  private  sector  stood  ready  to 
share  their  experiences  in  management  and  prob- 
lem-solving with  the  New  England  Regional  Com- 
mission in  an  effort  to  develop  policies  to  revitalize 
the  New  England  economy.  At  its  April  4th  meeting, 
the  Commission  unanimously  voted  to  accept  the 
private  sector  offer  of  cooperation,  thereby  paving 
the  way  for  the  creation  of  the  New  England 
Regional  Commission  Task  Force  on  Capital  and 
Labor  Markets. 


THE  OPERATIONAL  STRUCTURE 


The  ultimate  operational  structure  of  the  Task  Force 
was  determined  once  the  six  Governors  designated 
three  private  sector  representatives  from  their 
states.  The  seventeen-person  Task  Force  is  diverse. 
It  is  composed  of  seven  banking,  insurance  and 
finance  executives;  six  representatives  from  organ- 
ized labor;  two  businessmen  from  manufacturing 
and  forestry;  one  small  businessman;  and  one  retired 
town  manager. 

To  initiate  early  Task  Force  momentum,  a  Steering 
Committee  composed  of  Governor  Salmon,  Mr. 
Russell  Merriman  and  Mr.  Richard  D.  Hill  was 
created,  and  on  June  18th  the  new  public-private 
sector  collaborative  process  was  launched.  During 
this  initial  session,  Governor  Salmon,  Messrs.  Mer- 
riman, Hill  and  Howell  outlined  the  principal  proce- 
dural issues  for  the  Task  Force,  specifically,  the 
magnitude  of  the  work  to  be  covered  over  the  next 
few  months  and  the  importance  of  developing  prac- 
tical and  attainable  economic  policy  recommenda- 
tions to  the  region's  Governors  and  programming 
recommendations  to  the  New  England  Regional 
Commission. 

Operationally,  the  work  of  this  Task  Force  has  been 
handled  through  the  creation  of  subcommittees  for 
the  purpose  of  analyzing  the  five  specific  program- 
ming issues  in  this  effort. 

Issues  in  Capital  Markets: 

■  Long-term  debt  and  equity  capital  needs  for  New 
England  industry;  regional  capital  flows  and  their 
relation  to  regional  income  and  employment 
growth. 

■  Special  capital  financing  needs  for  small  and 
medium  business  and  their  needs  for  better  capital 
market  information  and  access  to  capital  markets. 

■  Venture  capital  financing  and  new  business  start- 
ups; the  future  of  the  high-technology  industry  in 
New  England. 


Issues  in  Labor  Markets: 

■  The  labor  market  paradox  of  high  unemployment 
in  the  face  of  numerous  job  vacancies;  the  need  of 
both  industry  and  labor  for  long-range  occupational 
forecasting. 

■  Labor  markets,  work  attitudes  and  performance 
within  the  context  of  an  economically  mature 
economy. 

These  subcommittees  met  continuously  throughout 
the  summer  and  early  fall.  The  meetings  were 
organized  and  staffed  by  a  New  England  Regional 
Commission  coordinator  (Mrs.  Linda  Frankel)  and  a 
private  sector  coordinator  (Mrs.  Julie  Nickerson) 
and  served  to  systematically  collect  the  views  of 
governmental  officials,  private  businessmen,  bank- 
ers, labor  leaders  and  academics  on  solutions  to  the 
region's  economic  problems. 

Relationship  to  Other  Regional  Issues 
and  Ongoing  New  England  Regional 
Commission  Programs 

Initially  the  Task  Force  members  expressed  wide- 
spread concern  about  the  region's  broad  environ- 
mental, economic,  and  social  issues  and  the  prob- 
lems of  judiciously  selecting  trade-offs  among 
competing  needs.  In  the  final  analysis,  there  was  a 
deliberate  decision  to  limit  the  investigation  to  capi- 
tal and  labor  market  issues.  The  rationale  for  con- 
centrating on  these  two  issues  alone  was  their  usual 
neglect  in  regional  economic  policy.  Under  the 
careful  guidance  of  the  Governors,  the  New  England 
Regional  Commission  has  led  the  region  in  support- 
ing sophisticated  research  and  policy  programming 
in  the  areas  of  regional  energy  and  transportation 
policy.  But  the  regional  policymakers  have  not  pre- 
viously addressed  themselves  directly  to  the  issues 
of  capital  and  labor.  A  brief  discussion  of  the  Com- 
mission's work  in  the  other  highly  complementary 
areas  is  contained  in  the  appendix. 


CAPITAL  MARKETS  IN  NEW  ENGLAND 


One  common  assumption  regarding  capital  markets 
is  that  New  England's  financial  intermediaries  are 
short-changing  their  region's  capital  needs.  The 
challenge  of  the  Task  Force  was  to  unravel  the  com- 
plexities of  this  often -stated  generalization.  The 
Task  Force  concluded  that  in  a  market  economy 
capital  should  and  will  flow  from  the  older,  already 
industrialized  areas  to  the  faster-growing  regions, 
and  that  great  care  should  be  taken  before  imple- 
menting policy  tools  that  would  interfere  with  this 
process. 

More  generally,  the  Task  Force  expressed  concern 
about  the  factors  that  discourage  new  capital  forma- 
tion for  business  during  a  national  environment  of 
capital  shortage.  There  is  absolutely  no  question  that 
the  public  interest  is  best  served  by  strong  regional 
and  national  capital  markets  and  favorable  attitudes 
toward  growth.  The  Task  Force  discussed  problems 
of  increased  governmental  regulation  which  affect 
the  performance  of  capital  markets.  The  Task  Force 
urges  that  there  be  careful  assessment  of  the  poten- 
tial impact  of  future  governmental  action  on  these 
markets.  In  the  final  analysis,  the  growth  in  our 
regional  and  national  economies  rests  on  a  strong 
debt  and  equity  market  to  finance  business  expendi- 
tures for  new  plant  and  equipment.  Great  care 
should  be  exercised  to  ensure  that  governmental 
decisions  do  not  erode  the  strength  of  these  capital 
markets. 

The  evolution  of  national  market  forces  has  had  both 
positive  and  negative  effects  on  the  New  England 
economy.  The  rapid  growth  of  New  England's 
financial  institutions  has  made  the  region  an  impor- 
tant clearinghouse  of  money  and  capital.  The  eco- 
nomic significance  of  this  clearing  function  should 
not  be  minimized  for,  as  a  result,  substantial  funds 
flow  into  the  region  from  the  rest  of  the  nation  and 
abroad.  There  is  absolutely  no  question  that  apart  of 
this  financial  flow  stimulates  economic  growth  and 
job  creation  in  the  region.  Additionally,  some  of  the 


capital  that  flows  out  of  the  region  did  not  entirely 
originate  here.  Herein  one  is  able  to  see  the  true 
nature  of  the  financial  clearinghouse  process  and  its 
positive  impact  on  New  England. 

Newly  constructed  urban  areas  with  numerous 
industrial  expansion  and  construction  incentives 
facilitate  rapid  growth,  however;  and  capital  has 
naturally  flowed  to  these  areas.  New  England, 
meanwhile,  continues  to  struggle  with  the  high-cost 
economic  disadvantages  and  is  unable  to  compete 
with  maximum  effectiveness  for  the  capital  that 
flows  through  its  institutions. 

Simultaneously,  the  high  cost  of  doing  business  in 
New  England — higher  taxes,  higher  charges  for 
energy  and  transport — has  produced  a  lower  rate  of 
profits,  and  therefore  a  lower  rate  of  investment  in 
new  plant  and  equipment  vis-a-vis  the  younger, 
growing  areas.  As  a  result,  the  stock  of  plant  and 
equipment  in  New  England  has  not  been  renewed  at 
a  pace  sufficient  to  maintain  the  region's  growth  rate 
at  parity  with  the  national  average.  Capital  spending 
surveys  indicate  that  the  average  age  of  plant  and 
equipment  in  New  England  is  eleven  years,  com- 
pared with  eight  years  in  the  entire  United  States. 
The  age  of  this  plant  and  equipment  has  a  discrimin- 
atory dimension  as  well;  namely,  the  uniform 
national  application  of  OSHA  and  EPA  standards 
necessarily  means  higher  capital  improvement  costs 
in  New  England. 

Another  indication  of  the  adverse  impact  of  cost 
inequities  on  the  region's  economy  is  the  declining 
New  England  share  of  total  manufacturing  invest- 
ment in  the  nation.  During  the  period  1958  through 
1968  total  New  England  manufacturing  capital 
spending  for  new  plant  and  equipment  amounted  to  a 
relatively  stable  4.3  percent  of  the  nation's  total 
capital  spending.  In  the  years  following  1968,  there 
has  been  a  perceptible  decline  in  this  ratio,  especially 
during  the  years  1973  and  1974.  For  the  six-year 


period  ending  in  1974,  the  region's  ratio  amounted  to 
3.7  percent,  or  approximately  15  percent  below  the 
ratio  that  consistently  prevailed  in  the  1950's  and 
1960's.  According  to  both  McGraw-Hill  and  The 
First  National  Bank  of  Boston  estimates,  1975  could 
intensify  this  disparity — regional  capital  spending  is 
expected  to  reach  only  2.9  percent  of  total  national 
spending.  If  this  forecast  is  accurate,  the  1975 
regional  spending  ratio  would  be  about  30  percent 
below  the  norm  of  the  preceding  two  decades .  These 
trends  are  particularly  alarming  considering  the  fact 
that  manufacturing  activity  is  still  relatively  more 
important  in  New  England  than  in  the  country  as  a 
whole. 

Another  troublesome  dimension  of  this  trend  is  that 
new  manufacturing  capital  spending  is  not  creating 
many  new  jobs.  To  the  casual  observer,  this  is  a 
surprising  conclusion,  yet  further  consideration 
results  in  two  possible  explanations.  The  first  is  that 
because  of  New  England's  older  plant  and  equip- 
ment, a  significant  amount  of  the  region's  capital 
spending  is  directed  towards  meeting  OSHA  and 
EPA  standards  rather  than  toward  job  generating 
expansion. 

The  second  factor  is  related  to  the  structural  makeup 
of  the  emerging  industries.  A  recent  survey  has 
shown  that  the  dynamics  of  industrial  change  in  New 
England  are  increasingly  dominated  by  more 
sophisticated  manufacturing  processes  as  the 
region's  more  labor-intensive,  low -technology 
industries  are  phased  out.  Of  the  forty-five  New 
England  plant  closings  during  the  two-year  period 
ending  July  1974,  twenty  (or  44  percent)  were  in 
labor-intensive  industries,  and  only  eight  (or  18  per- 
cent) were  high-technology  firms,  while  94  of  211 
new  plant  openings  (44  percent)  were  concentrated 
in  high-technology  or  high-technology  supporting 
industries.  It  is  also  noteworthy  that  61  of  87  expan- 
sions of  existing  plants  were  also  concentrated  in 
these  high-technology  and  capital-intensive 
industries. 


This  progressive  structural  adjustment  into  high- 
technology  industries  is  not  without  problems 
affecting  job  creation.  In  order  to  understand  this 
phenomenon  the  Task  Force  analyzed  a  number  of 
production  functions  to  determine  labor's  contribu- 
tion to  total  output  for  declining  and  expanding 
manufacturing  firms  in  Massachusetts  and  in  the 
same  industries  nationally.  The  Massachusetts  fig- 
ures are  considered  representative  of  the  region  as  a 
whole.  The  results  of  this  analysis  are  shown  in  the 
table  below. 

Labor  Shares  of  Value-Added 

in  Selected  Industries 

Massachusetts— 1963  - 1967 


Type  of  Industry 

Labor-intensive 
Capital-Intensive 


Job  Content  Expressed 
as  Percentage  of  Output 

U.S.       Massachusetts 


35% 
21% 


41% 
12% 


National 

Growth  Pattern 

of  Industry 

Declining 
Expanding 


Interpretation  of  these  data  is  easy;  namely,  for 
every  $1.00  increase  in  output  in  the  declining 
industries  in  Massachusetts,  labor  contributed  41 
cents,  while  in  the  same  industries  nationally,  labor 
contributed  35  cents.  Conversely,  Massachusetts' 
expanding  industries  relied  far  less  on  labor  (12 
cents  per  $1.00)  than  their  national  counterparts  (21 
cents  per  $1.00).  Hence,  Massachusetts  stands  to 
lose  more  jobs,  on  the  average,  in  the  nationally 
declining  labor-intensive  industries  than  the  rest  of 
the  nation,  and  to  gain  less  on  the  average  in  the 
nationally  expanding  capital-intensive  industries. 
The  high  cost  of  doing  business  in  New  England  has 
necessitated  more  capital  per  unit  of  output  to 
remain  competitive  than  in  national  markets.  It 
should  be  noted  that  this  analysis  relates  to  the  eco- 
nomic situation  during  the  preceding  decade.  Since 
that  time  the  industrial  situation  has  worsened 
rather  than  improved. 

The  Task  Force  concluded  that  future  regional  pol- 
icy initiatives  should  take  into  account  these  critical 
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characteristics  of  industrial  change  in  New  Eng- 
land. First,  there  is  a  cumulative  widening  in  the 
capital  spending  lag  in  New  England  vis-a-vis  the 
nation  and,  second,  new  capital  spending  in  the 
region  has  consistently  been  capital-using  and 
labor-saving. 

The  Task  Force  is  firm  in  its  conviction  that 
regional  capital  flows  are  drawn  to  those  areas  (the 
older,  mature  and  the  young,  growing  alike)  where 
attitudes  toward  profits  are  favorable.  In  straight- 
forward language,  capital  is  the  most  mobile  of  all 
the  factors  of  production,  and  it  responds  to 
regional  attitudes  towards  growth  and  investment. 
In  time,  favorable  attitudes  attract  new  investment 
and  create  business  expansion.  These  regional  atti- 
tudes are  vitally  important  and  their  impact  is  signif- 
icant, but  they  are  complemented  by  institutional 
attitudes — especially  among  state  and  local  govern- 
mental officials — toward  new  investment.  Thus, 
the  Task  Force  emphasizes  that  state  and  regional 
policies  should  not  be  limited  to  the  design  of 
regional  capital  investment  incentive  programs,  and 
the  possible  creation  of  new  capital  market  institu- 
tions. A  major  emphasis  on  qualitative  improve- 
ment in  governmental  attitudes  toward  profits,  job 
creation,  and  new  capital  spending  is  essential. 

The  Capital  Market  Linkages: 
Regional  Underinvestment 

The  Task  Force  attempted  to  identify  a  number  of 
the  problems  that  have  contributed  to  regional  capi- 
tal underinvestment.  One  of  the  first  issues 
addressed  by  the  Task  Force  concerned  the  atti- 
tudes of  the  region's  financial  institutions  (banks 
and  insurance  firms)  toward  business  expansion 
and  credit  extensions,  especially  among  the 
region's  small  and  medium  businesses.  Regional 
investors  believe  that  availability  of  funds  is  not  the 
principal  problem.  Rather,  factors  such  as  high 
taxes,  high  transportation  costs,  labor  costs,  cum- 
bersome  governmental    structures    and    attitudes 


toward  new  investment  were  key  in  a  business'  per- 
ception of  its  ability  to  profitably  expand  operations 
in  New  England.  These  are  the  old,  troublesome 
problems  that  have  plagued  the  New  England  econ- 
omy for  years.  The  Task  Force  was  encouraged, 
however,  by  the  investor  view  that  additional  capi- 
tal spending  will  be  financed  whenever  the  busi- 
nessmen develop  a  more  complete  and  rationalized 
financial  presentation  to  lending  institutions.  More 
specifically,  the  consistently  stated  view  was  that 
improved  access  to  capital  markets  requires  better  ^S 
knowledge,  experience  and  case  presentation.  This 
range  of  expertise  is  not  always  available  to  the 
owners  of  small  businesses. 

Another  dimension  of  the  capital  financing  needs 
for  small  and  medium  businesses  was  considered.  It 
has  been  widely  recognized  that  most  have  less 
depth  in  their  management  teams,  that  there  are 
usually  cash  flow  or  underlying  liquidity  problems, 
and  that  often,  even  in  profitable  and  potentially 
expandable  businesses,  there  is  an  inherent  reluc- 
tance to  grow  or  even  to  continue  in  business  at  all. 
A  variety  of  factors  including  the  problems  of  suc- 
cession as  well  as  trust  management  in  family- 
owned  businesses  account  for  this  reluctance.  The 
Task  Force  concluded  that  the  growth  problems 
and  the  accompanying  capital  requirements  of  the 
small  businessman  are  complex  and  important  to  the 
region. 

The  increased  interrelatedness  of  the  New  England 
states  and  their  participation  in  regional  and 
national  capital  markets  was  discussed.  The  Task 
Force  was  surprised  to  find  that  there  is  little  com- 
munication among  the  separate  capital  development 
agencies  in  New  England.  The  experiences  of  these 
institutions  will  be  helpful  in  the  region.  An  out- 
standing example  of  this  lack  of  the  diffusion  of 
information  is  the  work  of  the  recently  created  Con- 
necticut Product  Development  Corporation 
(CPDC).  This  institution  is  virtually  unknown  out- 
side  of  Connecticut,    and   yet    the   Task    Force 
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believes  its  impact  could  be  important  in  ensuring 
the  growth  of  high-technology  product  develop- 
ment in  the  New  England  region  as  a  whole. 

The  CPDC  provides  a  fresh  and  innovative  process 
of  minimizing  product  development  risk,  while 
simultaneously  accentuating  job  creation  among 
existing  Connecticut  manufacturing  firms.  CPDC 
does  this  by  financing  new  product  development 
usually  via  a  fifty-fifty  joint  venture  with  an  existing 
business.  Private  inventors  are  encouraged  to  inter- 
est an  existing  company  in  their  new  product  and 
then  approach  CPDC  with  the  view  to  have  the 
company  apply  for  CPDC  funding.  The  payback  to 
the  state  is  in  the  form  of  royalties  from  the  product 
sales.  Thus,  while  CPDC  does  nothing  to  solve  the 
problem  of  a  critical  shortage  of  venture  capital,  it 
does  provide  a  functional  mechanism  to  encourage 
new  product  development  in  existing  firms  by  shar- 
ing the  cost  of  product  development.  CPDC  avoids 
both  the  entrepreneurial  and  locational  risks  of 
investment  by  not  financing  new  business  start-ups 
or  taking  an  ownership  or  a  management  position  in 
any  enterprise.  Despite  this  innovative  program, 
little  was  known  of  it  outside  of  Connecticut. 

The  Task  Force  examined  the  venture  capital  mar- 
ket in  considerable  depth  because  new  product 
development  and  new  high-technology  start-ups 
represent  one  of  the  most  viable  paths  to  future 
regional  growth  and  job  creation.  As  a  result  of 
these  discussions,  the  Task  Force  concluded  that 
the  creation  and  expansion  of  new  job  opportunities 
among  high-technology  industries,  in  which  New 
England  has  had  a  clear  regional  comparative 
advantage,  will  continue  to  play  an  important  role  in 
the  New  England  economy.  The  high -technology 
firm  consistently  creates  more  new  job  opportuni- 
ties  and  at  a  faster  rate  than  the  large,  mature  man- 
ufacturing firm.  A  number  of  recent  studies  have 
confirmed  this;  however,  the  production-line  jobs 
that  are  created  as  a  result  are  often  located  outside 
of  New  England  where  the  wage  rates  are  more 
competitive  and  business  incentives  are  greater. 
There  are  major  exceptions,  of  course;  however,  on 


balance  this  is  a  valid  generalization.  The  economic 
future  of  New  England  rests  on  the  ability  to  create 
an  overall  business  environment  that  will  provide 
the  incentive  to  keep  more  of  these  production -line 
jobs  in  the  region. 

The  future  growth  of  these  high-technology  indus- 
tries rests  heavily  on  finding  ways  to  revitalize  the 
venture  capital  and  the  new  issue  markets.  Task 
Force  discussions  with  chief  executive  officers  of  a 
number  of  recently  created  high-technology  firms 
emphasized  the  fact  that  there  is  never  a  shortage  of 
promising  new  products,  but  there  will  always  be 
problems  of  successfully  locating  venture  capital. 
The  Task  Force  believes  that  this  is  a  most  pressing 
problem  currently  facing  New  England.  The  Task 
Force  strongly  believes  that  the  creation  of  high- 
technology  firms  and  new  product  development  hold 
the  key  for  a  healthy  regional  economy,  but  that  the 
venture  capital  available  to  these  initiatives  is,  as 
previously  indicated,  limited.  Even  if  the  flow  of 
fresh  venture  capital  could  be  increased,  there  still 
remains  the  special  financial  recapture  problem,  that 
is,  provision  of  a  systematic  method  to  move  the 
venture  capitalists  out  of  the  start-up  and  into  the 
next  new  venture.  The  loss  of  the  new  issue  equity 
market  has  impeded  this  process,  making  these 
young  firms  vulnerable  to  merger  and  acquisition  by 
larger  firms  outside  of  New  England  as  the  original 
investors  sell  out  to  regain  their  liquidity.  Histori- 
cally, this  sale-off  process  has  plagued  New  England 
and  many  firms  which  were  spawned  here  now  are 
growing  and  creating  jobs  elsewhere  due  to  reloca- 
tion. If  the  new  issue  equity  market  fails  to  return, 
this  could  become  a  most  pressing  problem  and 
require  special  governmental  attention. 

Additionally,  the  Task  Force  spent  time  investigat- 
ing special  governmental  financing  mechanisms  to 
aid  business  development  and  city  and  town  capital 
funding.  Of  particular  concern  were  the  special  cap- 
ital financing  problems  of  the  small  and  rural  com- 
munities which  have  had,  at  best,  only  limited  access 
to  long-term  bond  markets  to  construct  new  schools 
and    community    infrastructure.    This    weakness 
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results  largely  from  limited  factual  information  about 
the  financial  structure  and  experience  of  these 
smaller  areas;  hence,  they  have  never  enjoyed  real- 
istic access  to  capital  markets  at  competitive  rates. 
In  recent  years  this  problem  has  worsened  with  the 
uncertainty  surrounding  the  tax-exempt  market. 
The  towns  that  are  hurt  most  in  the  current  environ- 
ment are  those  that  are  not  rated  by  either  Moody's 
or  Standard  and  Poor's.  In  some  New  England 
states,  most  notably  the  northern  three,  this  is  a 
problem .  Shown  in  the  table  below  are  the  number  of 
towns  that  presently  do  not  have  bond  ratings. 


Vermont 

Maine 

New  Hampshire 

Massachusetts 

Connecticut 

Rhode  Island 


Number 

of  Towns 

Without  Ratings 

234 
402 
212 
108 

57 
6 


Percent  of  Total 

Number  of 
Cities  and  Towns 

95% 

91 

91 

31 

30 

15 


This  financing  problem  is  compounded  by  the  fact 
that  a  relatively  large  number  of  towns  are  now  rated 
as  high  credit  risks  by  the  rating  institutions.  Shown 
in  the  table  below  are  the  number  and  percentage  of 
towns  with  Baa-1  and  Baa  ratings. 


Number  of  Towns 

Percent  of  Total 

Rated 

Ni 

mber  of 

State 

Baa-1  or  Baa 

Cities 

and  Towns 

Massachusetts 

16 

6% 

Rhode  Island 

9 

3 

New  Hampshire 

3 

1 

Maine 

3 

1 

Vermont 

none 

— 

Connecticut 

none 

— 

The  Task  Force  believes  that  the  special  financing 
needs  of  these  communities  should  be  addressed. 
Access  to  capital  markets  is  essential  to  the  long- 
term  viability  of  these  communities. 


13 


CAPITAL  MARKET  POLICY  RECOMMENDATIONS 


The  work  of  the  Task  Force  leads  to  a  number  of 
specific  recommendations.  These  are  outlined  below 
and  most  share  common  dimensions;  namely,  they 
rest  heavily  on  the  continuation  of  a  collaborative 
process  among  business,  organized  labor,  banking 
and  governmental  officials. 

To  Alleviate  Existing  Bottlenecks  in 
Regional  Capital  Markets  the  Task  Force 
Recommends: 

■  A  broad-gauged  informational  program  that  force- 
fully favors  economic  growth.  The  Task  Force 
believes  that  a  meaningful  balance  can  be  struck 
between  economic  growth  and  environmental  con- 
cern. The  Task  Force  recommends  that  a  continuing 
collaborative  partnership  be  established  among 
public  officials,  business,  organized  labor  and  the 
region's  citizens  to  adopt  attitudes  toward  an  envi- 
ronmentally acceptable  growth  posture  throughout 
the  region. 

■  A  capital  budgeting  and  financing  program  for 
small  and  medium  business  to  be  taught  in  the 
region's  publicly  supported  business  schools.  This 
program  should  be  adequately  funded  and  periodi- 
cally evaluated  in  order  to  have  a  worthwhile  and 
substantial  outreach.  This  program  should  also 
include  the  creation  of  a  region- wide  business  infor- 
mation and  marketing  program  to  cut  through 
governmental  red  tape  and  include  the  creation  of  six 
Small  Business  and  Labor  Information  Centers.  The 
Task  Force  believes  that  the  aggregation  of  all  avail- 
able business,  labor  and  capital  information  into  six 
regional  centers  will  prove  to  be  the  key  in  breaking 
these  information  barriers. 

■  Expansion  of  the  concept  of  the  Vermont  Munici- 
pal Bond  Bank  (VMBB)  and  the  Maine  Municipal 
Bond  Bank  (MMBB)  to  the  remaining  New  England 
states.  The  problems  of  accessing  long-term  bond 
markets  have  been  overcome  through  the  creation  of 


the  VMBB  and  the  MMBB.  The  VMBB  was  created 
in  1970,  and  the  MMBB  in  1972,  to  reduce  the  trans- 
action costs  and  interest  rates  of  bond  financing  by 
consolidating  smaller  issues,  pooling  risks  and 
spreading  the  fixed  costs  of  bond  counsel,  bond 
credit  rating,  printing,  and  underwriting.  Experience 
with  the  VMBB  and  the  MMBB  suggests  that  the 
interest  savings  from  the  pooling  of  these  issues  have 
amounted  to  about  one  half  of  one  percentage  point 
and  has  the  added  advantages  of  increased  market- 
ability. The  Task  Force  believes  that  this  approach 
represents  a  rational  way  for  those  low-rated  and 
nonrated  communities  to  access  capital  markets 
more  efficiently,  and  that  these  two  programs  offer 
considerable  merit  to  the  other  four  New  England 
states. 


To  Improve  and  Ensure  an  Orderly 
Functioning  of  the  Region's  Venture  Capital 
Markets  and  the  Expansion  of  New 
Technical  Enterprises  the  Task  Force 
Recommends: 

■  A  change  in  Federal  policy  to  encourage  expansion 
of  new  technical  enterprise  development.  New  Eng- 
land is  losing  its  decisive  comparative  advantage  in 
the  high-technology  industries  as  competition  from 
other  regions — most  notably,  Palo  Alto,  Dallas,  and 
Phoenix — quickly  overtakes  our  lead.  Unless  new 
policy  steps  are  taken,  the  unique  regional  advan- 
tages of  an  historical  tradition  of  technical  enterprise 
generation  will  be  lost.  To  retain  its  regional  advan- 
tages in  research  and  development,  the  Task  Force 
recommends  that  New  England  push  for  changes  in 
Federal  tax  policies  affecting  new  enterprise  devel- 
opment. The  Task  Force  recommends  special  con- 
sideration be  given  to  efforts  to  change  the  current 
Federal  capital  gains  tax  to  encourage  investment  in 
new  enterprises,  development  of  an  appropriate 
mechanism  to  ensure  the  growth  of  founders'  stock 
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in  new  start-ups,  and  provision  for  special  tax 
incentives  for  technical  innovations  that  stimulate 
job  creation.  The  essence  of  these  suggested  changes 
is  the  creation  of  an  atmosphere  in  which  there  will 
be  a  strong  incentive  to  invest  in  new  and  growing 
enterprises.  The  Task  Force  recognizes  that  these 
proposed  changes  will  be  national  in  their  scope. 
Nonetheless,  the  region's  relative  reliance  on  these 
high-technology  industries  indicates  that  New  Eng- 
land still  has  much  to  gain  from  these  proposed 
changes  in  Federal  law;  hence,  the  Task  Force  urges 
the  region's  Governors  to  work  closely  with  the  New 
England  Congressional  Delegation  to  effect  these 
legislative  changes. 

■  Expansion  of  the  Connecticut  Product  Develop- 
ment Corporation  (CPDC)  to  operate  in  all  of  the 
New  England  states  on  a  state-by-state  or  regional 
basis.  The  growth  and  development  of  new  Product 
Development  Corporations  should  be  carefully 
guided  and  coordinated  with  the  region's  financial 
leaders.  An  adequate  funding  threshold  of  $5  million 
should  be  sought  from  appropriate  Federal  and  State 
sources  through  the  leadership  and  guidance  of  the 
Governors  and  the  New  England  Regional 
Commission. 

To  Fill  in  Existing  Institutional 
Shortcomings  in  the  New  England  Capital 
Markets  the  Task  Force  Recommends: 

■  A  privately  financed  regional  fund — a  six  state 
New  England  Capital  Corporation — to  supply  long- 
term  (10-20  year)  debt  capital  to  profitable  and 
growing  New  England  companies  to  create  addi- 
tional job  opportunities.  The  debt  capital  should  be 


provided  at  costs  competitive  with  that  available  to 
larger  national  companies  who  have  realistic  access 
to  national  capital  markets.  The  Task  Force  believes 
that  this  new  Corporation  is  essential  to  ensure  an 
orderly  growth  in  New  England's  small  and  medium 
firms  that  presently  lack  realistic  access  to  national 
capital  markets  because  they  do  not  have  the  visi- 
bility to  make  them  attractive.  In  addition,  these 
small  and  medium  firms  would  also  benefit  through 
the  elimination  of  registration  and  underwriting 
costs  that  would  be  required  to  access  national  capi- 
tal markets.  The  initial  steps  to  create  this  Capital 
Corporation  could  be  accomplished  through  the 
establishment  of  a  pooled  risk  funding  authority  of 
up  to  $1  billion  among  the  region's  various  private 
investment,  insurance  and  banking  institutions.  The 
New  England  Regional  Commission  should  begin  at 
once  to  determine  the  technical  and  legal  feasibility 
of  the  creation  of  this  New  England  Capital  Cor- 
poration and  conceptualize  a  special  implementation 
program.  This  investigation  should,  among  other 
things,  include  the  creation  of  a  working  committee 
composed  of  financial  leaders  and  businessmen  to 
verify  both  the  supply  and  demand  dimensions  in 
long-term  debt  capital  markets  among  New  England 
firms.  Moreover,  the  investigation  should  examine 
the  future  complementary  roles  of  public  (govern- 
mental) capital  financing  institutions  as  well  as  pri- 
vate (existing  financial  intermediaries)  institutions  in 
providing  long-term  debt  capital  as  well  as  loan 
guarantees  to  profitable  small  and  medium  busi- 
nesses. The  Task  Force  expresses  a  clear  preference 
for  mobilizing  existing  private  sector  financial  insti- 
tutions in  creating  the  New  England  Capital 
Corporation. 


15 


LABOR  MARKETS  IN  NEW  ENGLAND 

The  view  that  New  England  labor  markets  are  not 
working  well  is  widely  held,  but  the  underlying  fac- 
tors that  have  generated  our  current  unacceptable 
unemployment  level  are  not  often  fully  analyzed  and 
understood.  Today,  there  are  numerous  misconcep- 
tions concerning  the  dynamics  of  New  England  labor 
markets.  One  of  the  principal  concerns  of  the  Task 
Force  was,  therefore,  to  unravel  these  complexities, 
and  to  draw  up  a  list  of  policy  recommendations  to 
improve  the  efficiency  of  the  region's  labor  markets. 
To  this  end,  the  Task  Force  concluded  that  most  of 
today's  unemployment  problems  may  be  traced 
back  at  least  to  the  early  1950's — the  period  during 
which  there  was  a  substantial  wave  of  industrial 
migration  from  the  economically  mature  New  Eng- 
land region  to  the  South  with  its  low-wage  labor 
force.  Since  that  period,  New  England  labor  markets 
have  followed  an  irregular  course.  For  instance, 
during  the  early  1960's,  New  England  enjoyed  much 
of  the  prosperity  of  a  rapidly  growing  national  econ- 
omy with  unemployment  rates  in  close  correspond- 
ence to  those  of  the  nation.  Yet  in  spite  of  these 
improved  economic  conditions,  the  region  contin- 
ued to  be  dotted  with  numerous  stagnant  mill  towns, 
lingering  reminders  that  underlying  economic  fun- 
damentals were  still  impaired.  Following  the  sharp 
cuts  in  defense  and  space  spending  in  1968,  a  size- 
able regional  unemployment  differential  developed 
once  again.  Among  the  six  states  this  unemployment 
pattern  has  been  noticeably  uneven.  The  Task  Force 
concluded  that  many  of  the  current  failings  in  New 
England  labor  markets  result  from  the  fact  that  there 
are  structural — not  cyclical — factors  that  hamper 
the  efficient  operation  of  these  markets.  If  the  struc- 
tural imperfections  that  impede  the  orderly  working 
of  these  market  linkages  could  be  identified,  then  the 
goal  of  a  lower  unemployment  rate  could  perhaps  be 
more  easily  attained. 

The  Task  Force  also  concluded  that  even  with  the 
restoration  of  national  growth  and  prosperity,  there 


will  still  continue  to  be  unemployment  problems  in 
substantial  parts  of  New  England.  This  is  an  impor- 
tant conclusion  because  it  recognizes  that  recovery 
from  the  1974-75  national  recession  alone  will  not 
solve  our  region's  unemployment  problems.  Market 
imperfections  resulting  from  structural  rigidities  are 
not  new,  but  they  are  often  minimized  by  the 
policymakers  because  of  the  difficulty  in  devising 
appropriate  prescriptions  to  overcome  them.  None- 
theless, the  Task  Force  strongly  believes  that  one  of 
the  keys  to  an  improved  New  England  economy  is  a 
direct  attack  on  these  structural  problems. 

The  Labor  Market  Linkages:  A  Problem 
of  Structural  Impediments 

The  Task  Force  attempted  to  identify  a  number  of 
the  structural  problems  that  hamper  the  orderly 
workings  of  labor  markets.  There  is  no  imperfection 
that  is  so  often  cited  as  work  attitudes  and  welfare.  It 
is  commonly  believed  that  many  workers  simply 
prefer  welfare  or  unemployment  compensation  to 
work.  Unfortunately,  some  abuses  of  both  programs 
cloud  the  fact  that  the  majority  of  unemployed 
workers  would  prefer  to  work.  (See  Leonard  Good- 
win's Do  The  Poor  Want  to  Work?,  Brookings 
Institution,  1972.)  The  Task  Force  concluded  that 
most  of  the  able-bodied  workers  on  welfare  and 
unemployment  compensation  desire  work,  but  that 
there  are  simply  too  many  barriers  and  impediments 
that  prevent  these  workers  from  finding  the  right  job 
in  the  right  emerging  occupation.  As  a  result,  there  is 
what  the  Task  Force  termed  a  labor  market  mis- 
match— an  unemployed,  able-bodied  worker  who 
desires  work  on  the  one  hand,  and  an  employer  who 
is  puzzled  by  the  apparent  contradiction  between 
high  unemployment  and  his  inability  to  find  workers 
on  the  other. 

The  Task  Force  believes  that  the  existing  institu- 
tional and  organizational  ineffectiveness  in  New 


England's  state  employment  service  agencies  (the 
Divisions  of  Employment  Security  hereafter 
referred  to  as  DES)  is  one  of  the  principal  contribu- 
tors to  this  structural  problem.  Regrettably,  in  the 
eyes  of  many,  these  institutions  have  become  a 
scapegoat  for  the  region's  unemployment  problems. 
Far  too  many  businessmen  consider  DES  as  nothing 
more  than  a  way  station  to  welfare.  Unquestionably, 
some  of  these  frequently  heard  criticisms  are  justi- 
fied, but  in  the  final  analysis,  these  institutions  are  an 
important  component  in  an  improved  functioning  of 
regional  labor  markets. 

There  is  absolutely  no  question  that  the  DES  stand  in 
the  center  of  labor  markets.  When  they  function 
poorly,  labor  markets  function  poorly.  To  small  and 
medium  businesses,  the  DES  represent  a  potential 
employee  referral  service.  To  the  unemployed 
worker,  the  DES  can  be  a  lifeline  to  another  job  or 
another  career.  To  the  vocational-technical  educa- 
tor, the  DES  represent  an  important  clearinghouse 
of  information  on  labor  demand  and  supply. 

Unquestionably,  this  is  a  valid  scenario.  In  reality, 
however,  the  linkages  don't  function  this  smoothly. 
This  is  not  surprising  because  the  DES  are  struggling 
to  overcome  their  own  institutional  entanglements. 
An  explanation  for  the  magnitude  of  these  institu- 
tional problems  may  be  seen  in  their  widely  differing 
and  complex  organization  structures.  Today  the 
DES  find  themselves  entrapped  within  the  con- 
fluence of  new  and  troublesome  problems.  They  are 
overwhelmed  with  the  administrative  problems  of 
unemployed  workers.  Five  of  the  six  states'  unem- 
ployment compensation  funds  are  bankrupt,  thus 
necessitating  Federal  borrowings  and  higher 
employer  taxes  to  maintain  solvency.  (New  Hamp- 
shire is  the  single  exception.)  The  demands  of  these 
pressing  problems  have  meant  that  the  employment 
service  aspect  of  the  DES  is  unable  to  provide  ade- 
quate services  to  the  job  seeker.  Indeed,  it  is  com- 
monly agreed  that  job  placement  performance  was 
much  more  effective  during  the  1950's  than  it  cur- 
rently is.  The  dual  role  of  the  employment  service — 


that  of  being  both  a  job  placement  center  and  the 
unemployment  compensation  distribution  center — 
is  usually  overlooked.  Far  more  emphasis  should  be 
placed  on  the  job  placement  role  of  the  DES.  Some 
of  the  loss  of  confidence  in  the  job  placement  pro- 
grams may  be  attributed  in  part  to  the  Federal 
guidelines  imposed  during  the  period  of  social  legis- 
lation in  the  1960's.  The  resulting  disenchantment  of 
employers  and  workers  seekingjobs  is  recognized  as 
a  major  problem  that  must  be  corrected  if  the 
employment  service  is  to  function  effectively  as  a 
clearinghouse  for  the  labor  markets. 
The  lack  of  cooperation  between  the  business  com- 
munity and  the  DES  is  well  known  and  it  is  especially 
critical  during  periods  of  high  unemployment. 
Unfortunately,  there  has  been  little,  or  no,  planning 
and  coordination  with  the  business  community. 
Indeed,  in  most  instances,  businessmen  seethe  DES 
as  the  last  source  of  information  on  labor  market 
conditions.  The  heightened  sense  of  employer 
frustration  has  reduced  communication  between 
business  and  the  DES  to  such  an  extent  that  mis- 
conceptions about  what  one  can  do  for  the  other  are 
common.  Employer  complaints  can  often  be  cor- 
rected by  requests  to  the  local  office,  but  the  lack  of 
confidence  is  so  pervasive  that  this  is  seldom  tried. 
The  poor  public  image  of  the  DES  is  only  com- 
pounded by  limited  information  on  emerging  occu- 
pations among  regional  businesses.  Throughout  all 
of  this,  organized  labor  attempts  to  develop  better 
cooperation  among  the  DES,  the  vocational-techni- 
cal schools  and  their  apprentice  programs,  but 
structural  rigidities  thwart  these  efforts. 

The  breakdown  of  these  structural  linkages  in  labor 
markets  is  not  limited  solely  to  the  DES.  Much  is 
missing  in  the  area  of  regional  vocational-technical 
training.  Today,  curriculum  planning  among  more 
than  fifty  of  the  region's  vocational -technical 
schools  is  not  based  on  a  rigorous  pattern  of  occu- 
pational forecasting.  There  has  been  no  established 
procedure  to  blend  together  long-range  occupational 
forecasts  and  labor  supply  and  demand  information 
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with  vocational-technical  training.  Furthermore,  it 
is  evident  that  the  region's  vocational-technical 
schools  are  wholly  inadequate  when  it  comes  to  the 
retraining  of  the  mid-career  blue-collar  worker  who 
has  become  unemployed  because  of  the  decline  of 
the  region's  labor-intensive  industries.  This  is 
regrettable  because  there  is  always  excess  educa- 
tional capacity  in  these  schools.  Again,  a  clear 
situation  of  structural  barriers  that  prevent  market 
linkages  from  performing  at  maximum  efficiency. 

Additionally,  the  Offices  of  Manpower  Affairs  in  the 
states  have  failed  to  develop  strong  working  rela- 
tionships among  the  other  various  state  institutions, 
basically  the  DES  and  the  State  Departments  of 
Education;  hence,  manpower  funding  is  often  poorly 
allocated  and  has  very  little  favorable  job  impact. 
The  current  inadequacies  of  these  linkages  are  not 
confined  to  intrastate  issues.  There  is  far  too  little 
coordination  among  the  six  DES  Job  Banks  in  New 
England.  Yet  most  of  the  region's  labor  market 
clusters  cross  state  boundaries.  For  instance,  one 
labor  market  cluster  is  the  Springfield,  Massachu- 
setts-Hartford, Connecticut  axis,  but  current  job 
planning  and  referrals  are  still  considered  within 
state  lines.  Similarly,  there  is  little  interstate  coop- 
eration among  other  agencies.  The  Offices  of 
Manpower  Affairs  and  the  State  Departments  of 
Education  have  not  succeeded  in  developing  work- 
ing relationships  with  their  counterparts  in  other 
states.  The  result  has  been  fragmented  planning  and 
programs  with  suboptimal  impact  on  job  creation 
and  income. 

These  structural  problems  are  not  limited  to  the 
states.  There  are  special  problems  in  State-Federal 
relations.  As  mentioned  above,  the  DES  in  New 
England  complain  that  during  the  1960's  there  was  a 
significant  downgrading  of  their  employment  service 
aspect.  The  high  degree  of  social  motivation  in  many 
programs  was  often  seen  as  a  dilution  of  the  effec- 
tiveness of  the  referral  programs.  The  escalation  of 
too  many  unsatisfactory  referrals  promoted  more 
misunderstanding  among  business,  labor  and  the 


DES  in  the  1970's.  The  result  has  been  institutional 
dissatisfaction  and,  in  turn,  misuse  of  the  mandatory 
job  opening  reporting  system.  Finally,  the  staffing  of 
many  DES  offices  is  inadequate  because  of  a  dis- 
criminatory Federal  staffing  formula  and/or  low  pay 
scales. 

Taken  together  these  factors  prevent  an  orderly 
functioning  of  labor  markets.  The  elimination  of 
these  structural  rigidities  will  go  a  long  way  to  facili- 
tate the  integration  of  the  New  England  economy 
into  our  growing  national  economy.  Unquestion- 
ably, regional  labor  market  policies  should  concen- 
trate on  these  fundamentals  over  the  next  several 
years. 

Labor  Markets  in  the  1980's: 
Potential  Labor  Shortages  in  a  Number 
of  Key  Occupations 

While  it  is  recognized  that  the  immediate  problem  is 
the  creation  of  more  jobs  and  the  solution  to  the 
unemployment  problem  in  the  region,  the  Task 
Force  also  addressed  itself  to  what  may  be  the 
reverse  condition  in  the  1980's.  The  dynamics  of 
New  England  labor  markets  will  show  perceptible 
signs  of  change  and  could  develop  even  more  press- 
ing problems  than  exist  today.  This  new  dimension 
results  from  the  unique  characteristics  of  the  older 
age  composition  of  the  New  England  labor  force. 
Proportionately,  the  region  has  more  workers  55 
years  of  age  and  over  than  the  nation  as  a  whole,  and 
fewer  young  workers  in  many  of  the  important 
industries  to  take  their  place.  By  the  1980's  a  signifi- 
cant labor  market  gap  will  develop  as  retirements 
take  place.  This  unique  regional  problem  has  three 
pressing  dimensions.  First,  some  segments  of  the 
regional  labor  market  will  swing  from  their  current 
situation  of  excess  supply  to  excess  demand.  The 
increase  in  demand  will  produce  selective  tight  labor 
markets  in  certain  critical  occupations.  Assuming 
that  there  will  be  no  dramatic  inflow  of  labor  from 
other  regions,  existing  demographic  patterns  make 
this  outlook  inevitable.  The  result  of  tighter  labor 
markets  will  be  an  upward  wage  pressure.  Second,  a 


large  overhang  of  retired  workers  who  must  be  sup- 
ported by  an  economically  mature  industrial  region 
with  relatively  few  mid-career  skilled  workers  will 
develop.  In  the  decades  of  the  1940's  and  1950's 
out-migration  of  young,  new  entrants  into  the  labor 
force  took  place  at  an  alarming  pace.  Today  there  is  a 
noticeable  mid-career  shortage  in  most  occupations. 
Third,  there  will  likely  be  tight  labor  markets  and 
rising  wages  among  a  number  of  the  region's  labor- 
short  industries. 

The  Task  Force  concluded  that  this  is  not  only  a 
significant  problem  of  major  policy  proportions,  but 
that  to  date  it  has  gone  largely  unaddressed.  The 
Task  Force  concluded,  therefore,  that  the  aim  of 
policy  should  be  to  ensure  an  orderly  adjustment  in 
employee  training  and  retraining  to  meet  the  emerg- 
ingjob  demand  patterns  of  business. 

Tentative  statistical  analysis  suggests  that  by  the 
1980' s  this  exodus  of  the  older  worker  from  the  labor 
force  could  become  an  important  regional  labor 
market  problem.  According  to  the  1970  U.S.  Census 
of  Population,  5.3  percent  of  New  England's  man- 
ufacturing labor  force  was  55  years  of  age  or  older, 
compared  with  0.8  percent  nationally.  More  detailed 
analysis  allows  for  an  estimation  of  the  number  of 
vacancies  which  need  filling  (based  on  existing 
employee  positions  in  1970)  as  a  result  of  this  exodus 
of  older  workers.  Specifically,  there  are  76,000  job 
vacancies  that  will  result  from  the  greater  number  of 
older  workers  (relative  to  the  national  averages)  who 
will  exit  from  New  England  manufacturing  during 
the  current  decade.  Precise  estimation  of  the  labor 
shortfall  because  of  out-migration  of  the  new  labor 
market  entrants  is  much  more  difficult.  Nonetheless, 
there  is  no  doubt  that  the  out-migrations  of  the  1940's 
and  1950's  will  pose  special  labor  market  problems 
for  some  time  to  come. 

A  number  of  manufacturing  industries  are  expected 
to  be  disproportionately  impacted  by  these  develop- 
ments, especially  given  the  older  age  composition  of 
their  employees.  They  are  as  follows: 


Percent  of  Employment 

in  Industry 

55  Years  of  Age 

or  Older  in 

1970 

New  England 

New 

United 

Age 

Industry                                       England 

States 

Differential 

Yarn,  Thread  and  Fabric 

Mills 

30,9% 

18.4% 

+67.9 

Other  Textile  Mill  Products 

27.3 

16.8 

+62.5 

Machinery,  Except 

Electrical 

23.8 

14.9 

+  59.7 

Professional  and 

Photographic 

Equipment  and  Watches 

19.3 

12.8 

+  50.8 

Primary  Nonferrous 

Industries 

24.1 

16.0 

+50.6 

Paper  and  Allied  Products 

19.2 

14.1 

+  36.2 

Furniture  and  Fixtures 

23.0 

17.1 

+  34.5 

Apparel  and  Other 

Fabricated  Textiles 

26.2 

19.6 

+  33.7 

Miscellaneous  Wood 

Products 

27.7 

21.3 

+  30.0 

Fabricated  Metal 

Industries 

20.9 

16.1 

+  29.8 

Primary  Iron  and  Steel 

Industries 

22.6 

18.0 

+  25.6 

Most  of  these  eleven  industries  are  likely  to  con- 
tinue operations  in  New  England,  but  it  is  clear  that 
they  are  going  to  face  major  labor  turnover  and 
shortages  by  the  early  1980's.  Additional  study  and 
evaluation  must  soon  be  initiated  if  this  problem  is 
to  be  adequately  anticipated  and  appropriate  poli- 
cies developed.  Unquestionably,  this  analysis 
understates  the  true  magnitude  of  the  problem 
because  manufacturing  employment  accounts  for 
only  about  25  percent  of  the  region's  work  force. 
When  this  special  problem  is  considered  from  the 
vantage  of  our  region's  economic  maturity  it 
becomes  clear  that  policy  steps  must  be  taken  to 
ensure  orderly  adjustment  in  meeting  these  labor 
market  demands.  Otherwise  the  Task  Force  con- 
cluded that  the  New  England  regional  competitive 
position  could  become  even  more  eroded.  This  situ- 
ation demands  better  cooperation  among  business, 
organized  labor,  the  vocational-technical  schools 
and  the  DES.  The  nurturing  of  this  cooperation 
rests  heavily  on  a  significant  improvement  in  atti- 
tudes among  the  principal  participants  of  society. 
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LABOR  MARKET  POLICY  RECOMMENDATIONS 


The  work  of  the  Task  Force  leads  to  a  number 
of  specific  recommendations.  These  are  outlined 
below  and  all  share  a  common  dimension  both 
among  themselves  and  with  the  capital  market 
recommendations;  namely,  that  their  successful 
implementation  rests  heavily  on  the  continuation  of 
a  collaborative  process  among  business,  organized 
labor  and  governmental  officials. 

To  Alleviate  Structural  Impediments 
Causing  Unemployment  in  Labor  Markets 
the  Task  Force  Recommends: 

■  Greater  coordination  of  the  six  DES  Job  Banks 
within  the  region.  The  existing  Job  Bank  data  should 
be  developed  around  existing  labor  market  clusters 
which  often  cross  state  boundaries.  Further,  to  make 
the  Job  Bank  program  more  functional  and  to 
improve  its  image,  a  program  of  greater  cooperation 
with  business,  labor  and  the  vocational-technical 
schools  should  be  launched.  Inasmuch  as  the  DES 
are  of  pivotal  importance  in  supplying  labor  to  small 
and  medium  businesses,  creation  of  a  Special  Busi- 
ness-Employment Advisory  Board  to  the  DES 
seems  advisable.  The  Board  should  be  composed  of 
management,  organized  labor  and  DES  officials,  and 
its  explicit  purpose  should  be  to  meet  the  labor 
demands  of  small  and  medium  businesses  in  a  flex- 
ible and  efficient  manner. 

To  Improve  Vocational  Training  and 
Retraining  for  the  Region's  Growth 
Industries  the  Task  Force  Recommends: 

■  A  viable  mechanism  to  forecast  emerging  and 
declining  occupations  among  the  region's  industrial 
base  and  coordination  of  the  dissemination  of  this 
information  among  the  region's  vocational-technical 
schools,  the  region's  secondary  schools  and  busi- 
nesses, especially  the  large  employers.  Once  these 
forecasts  have  been  completed,  special  programs  for 


retraining  the  unemployed  from  the  region's  declin- 
ing labor-intensive  industries  for  reemployment  in 
expanding  industries  is  essential.  In  implementing 
this  recommendation,  special  emphasis  should  be 
given  to  improving  work  attitudes  by  identifying 
emerging  occupations  with  visible  career  ladders. 

■  Creation  of  a  Journeyman's  Advisory  Council  to 
the  region's  vocational-technical  schools.  Organ- 
ized labor  represents  a  substantial  reservoir  of 
untapped  potential  in  terms  of  their  occupational 
experiences.  These  trained  professionals  are  a  valu- 
able resource  in  developing  and  implementing  a 
practical  and  flexible  curriculum  in  vocational-tech- 
nical training  programs.  An  additional  dimension  to 
the  recommendation  which  will  improve  the  likeli- 
hood of  meaningful  success  involves  cooperation 
between  the  vocational-technical  school  and  the 
area' s  business  community  to  keep  the  equipment  up 
to  date  and  the  teachers  aware  of  current  work  con- 
ditions. Summer  job  programs  for  teachers  and 
business  involvement  in  school  equipment  evalua- 
tion will  insure  a  better  match  between  the  class- 
room and  the  workplace.  The  Task  Force  believes 
that  development  of  the  forecasting  mechanism 
should  be  considered  as  a  priority  item  for  New 
England  Regional  Commission  funding. 

To  Improve  Labor  Productivity  and  to 
Facilitate  Its  Accessibility  to  Changing 
Spatial  Labor  Demand  Patterns  the  Task 
Force  Recommends: 

■  A  Transportation-to-Work  Program  for  labor  mar- 
ket clusters  where  travel  distances  and  lack  of 
transportation  facilities  restrict  workers  to  specific 
locales.  Often  the  constraining  factor  in  employment 
relocation  is  the  limited  ability  to  secure  a  satisfac- 
tory commuting  arrangement  until  after  new 
employee  relations  are  established.  The  New  Eng- 
land Regional  Commission's  Lowell  Transportation 
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Project  has  been  particularly  successful  in  providing 
transportation  to  and  from  work  for  newly  hired  and 
relocated  workers — especially  from  Lowell  to 
Route  128  firms — during  the  swing  period  until  indi- 
vidual arrangements  can  be  made  within  the  new 
employee's  peer  group.  The  successes  of  this  test 
program  should  be  expanded  to  include  other  New 
England  growth  areas  such  as  the  White  River  Junc- 
tion, Vermont-Greenfield,  Massachusetts,  corridor 
(a  potential  rail  commuter  project);  the  Portsmouth, 
New  Hampshire-Portland,  Maine,  labor  axis;  the 
Springfield,  Massachusetts-Hartford,  Connecticut, 
metropolitan  area;  and  relevant  Amtrak  routes. 

To  Develop  Labor  Market  Policies  to  Deal 
With  the  Anticipated  Longer-Run  Shortages 
in  Key  Occupations  the  Task  Force 
Recommends: 

■  A  comprehensive  labor  market  demand  and  supply 
study  to  identify  the  specific  occupations  in  which 
labor  market  shortages  are  likely  to  occur.  Once 
identified,  launching  of  a  major  informational  pro- 
gram emphasizing  visible  career  ladders  in  these 
labor  deficient  occupations.  This  informational  or 
media  program  should  be  patterned  after  the  suc- 


cessful Jobs  for  Massachusetts  Worcester  machin- 
ing recruitment  program. 

■  A  Skilled  Worker  Development  Financial  Loan 
Program  for  the  most  critically  demanded  occupa- 
tions. This  loan  program  should  be  patterned  after 
the  successful  and  Federally  funded  primary  and 
secondary  school  teacher  loan  program.  In  this  pro- 
gram, personal  borrowings  to  finance  educational 
training  were  forgiven  whenever  the  individual 
became  employed  in  the  critically  demanded  occu- 
pation. The  Task  Force  believes  that  loan  forgive- 
ness can  become  an  integral  part  of  an  interim 
financing  program  to  reduce  anticipated  shortages 
among  the  region's  manufacturing  industries,  espe- 
cially for  the  mid-career  worker  with  the  financial 
responsibilities  of  a  family.  In  such  a  case,  these 
borrowings  could  become  the  key  swing  factor 
which  would  enable  the  worker  to  successfully  pur- 
sue career  retraining  while  minimizing  personal  and 
family  financial  hardship.  Coordination  of  available 
manpower  training  funds  with  this  program  and 
accurate  occupational  forecasts  would  ensure  that 
the  training  of  these  workers  is  on  a  high  priority 
basis.  In  conceptualizing  this  endeavor,  the  loan 
program  should  give  serious  consideration  to  the 
financing  of  the  tuition  costs. 
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THE  TASK  FORCE  PROCESS:  THE  NEXT  STEP 


In  making  these  policy  recommendations  to  the  New 
England  Governors  and  the  New  England  Regional 
Commission,  the  Task  Force  was  mindful  of  the 
problems  of  successfully  implementing  change.  The 
road  back  to  a  strong  and  growing  New  England 
economy  will  not  be  easy.  Rather,  it  involves  the 
simultaneous  reconciliation  of  a  number  of  mutually 
interdependent  factors. 

The  Task  Force  concluded  that  there  are  significant 
social  and  economic  differences  among  the  six  New 
England  states.  Additionally,  these  differences  con- 
tain many  subtleties  that  are  often  fully  appreciated 
only  by  the  policymakers.  One  of  the  most  important 
is  the  largely  unappreciated  sensitivity  of  income 
and  employment  in  the  New  England  states  to 
national  business  cycles.  These  cyclical  differences 
are  caused  by  structural  and  industrial  variations  in 
the  economic  base  of  the  individual  states  and  are 
sufficiently  great  so  as  to  sometimes  make  state-to- 
state  comparisons  difficult.  For  instance,  the  Con- 
necticut economy  is  quite  cyclically  sensitive,  while 
the  states  of  Massachusetts,  Rhode  Island,  and 
especially  New  Hampshire  and  Maine  experience 
only  moderate  changes  in  income  and  employment 
in  response  to  national  business  cycles.  In  these  four 
states  structural  factors — market  impediments  to 
labor  adjustment  and  mobility,  and  industry  growth 
and  decline — prevent  an  orderly  economic  adjust- 
ment to  change.  Vermont's  cyclical  sensitivity  is 
somewhat  less  than  Connecticut's.  Unquestionably, 
these  factors  should  be  taken  into  account  when  one 
contemplates  the  specific  applicability  of  these 
recommendations. 

In  addition  to  these  industrial  variations,  there  are 
significant  differences  in  attitudes  toward  growth, 
the  environment  and  industrial  change  among  the  six 
states.  Again,  the  discussions  of  the  Task  Force 
often  included  reference  to  the  "northern  three"  and 
the  "southern  three."  The  Task  Force  recommen- 


dations are  made  in  the  spirit  that  their  applicability 
and  economic  impact  may  vary  among  the  states. 
More  specifically,  the  recommendations  are  offered 
on  the  basis  of  a  broad  consensus  view  of  what  the 
Task  Force  believes  will  be  good  for  the  region's 
capital  and  labor  markets  and  thus,  the  regional 
economy  as  a  whole.  In  the  final  analysis,  the  Task 
Force  believes  that  the  ultimate  effectiveness  of 
these  recommendations  rests  with  the  Governors, 
the  state  legislative  bodies  and  the  New  England 
Regional  Commission. 

There  is  also  the  issue  of  regional  and  national  eco- 
nomic policy  recommendations.  Again,  the  recom- 
mendations are  offered  because  the  Task  Force 
believes  that  they  will  facilitate  a  more  orderly 
adjustment  of  capital  and  labor  markets  within  the 
context  of  a  national  economy  of  irregular  growth 
performance  and  inflationary  problems.  Nonethe- 
less, the  Task  Force  is  strong  in  its  recommendation 
to  the  Governors  that  there  be  a  greater  harmoniza- 
tion of  complementary  economic  policies  among  the 
six  New  England  states.  This  harmonization  will 
require  greater  coordination,  including  governmen- 
tal, legislative  and  institutional  adjustments,  among 
the  six  states.  This  concern  over  regional-national 
issues  contains  another  dimension.  A  number  of  the 
Task  Force  recommendations  are  suggestions  of 
changes  in  Federal  legislation,  specifically  those 
pertaining  to  tax  regulations  on  venture  capital.  The 
Task  Force  realizes  that  New  England  has  a  vital 
stake  in  these  recommendations,  but  the  sphere  of 
influence  of  the  proposals  will  necessarily  be 
national  in  scope. 

The  role  of  Federal  spending  initiatives  to  implement 
these  recommendations  was  discussed  by  the  Task 
Force.  The  Task  Force  was  also  mindful  of  the  pos- 
sibility of  developing  new  programming  initiatives 
for  the  New  England  Regional  Commission  over  the 
next  several  fiscal  years.  It  was  clear  to  the  Task 
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Force  that  Federal  funding,  including  the  New  Eng- 
land Regional  Commission  programming  initiatives, 
would  be  most  constructive  in  the  Task  Force's  rec- 
ommended Transportation-to-Work  Program  and 
the  feasibility  study  for  the  creation  of  the  proposed 
New  England  Capital  Corporation.  As  important  as 
Federal  funding  will  be  in  these  and  other  areas,  the 
Task  Force  is  strong  in  its  conviction  that  the  private 
sector  should  continue  to  play  a  prominent  role  in  the 
revitalization  of  the  New  England  economy.  The 
successes  of  this  Task  Force  represent  a  quantum 
jump  forward  in  public-private  sector  cooperation. 
This  in  itself  is  a  significant  contribution.  It  should  be 
continued,  but  in  the  final  analysis  it  will  be  the 
Governors'  initiatives  and  leadership  that  implement 
these  recommendations. 

Finally  the  issue  of  the  practicality  of  the  recom- 
mendations is  key.  Quite  understandably,  any  series 
of  recommendations  on  issues  as  poorly  understood 
as  the  workings  of  capital  and  labor  markets  will 
appear  complex.  To  some  extent,  this  is  unavoid- 
able, but  what  is  so  important  in  this  collaborative 
process  is  that  broad  consensus  recommendations 
were  reached  and  specific  economic  programming 
recommendations  were  proposed.  The  importance 
of  this  fact  should  not  be  minimized.  The  Task  Force 


strongly  urges  the  Governors  and  the  New  England 
Regional  Commission  to  seek  out  specific  program- 
ming options  and  initiatives  from  these  recommen- 
dations. To  this  end,  the  private  sector  stands  ready 
to  cooperate. 

In  conclusion,  the  Task  Force  urges  the  Governors 
to  disseminate  these  findings  widely.  One  of  the 
most  surprising  outcomes  of  the  Task  Force  process 
was  the  realization  of  how  little  is  known  about  the 
common  governmental,  business  and  labor  practices 
among  the  New  England  states.  Specifically,  there 
seemed  to  be  an  alarming  level  of  noncommunica- 
tion among  key  public  sector  officials  who  are  man- 
dated to  implement  highly  complementary  policies 
that  spill  over  into  their  neighboring  states.  This  lack 
of  communication  concerned  the  Task  Force  and. 
hence,  there  is  the  concluding  admonition  that  pru- 
dent and  efficient  economic  policy  rests  heavily  on 
the  establishment  of  an  effective  interstate  dialogue 
among  public  officials  as  well  as  between  the  public 
and  private  sectors.  In  the  end,  the  revitalization  of 
the  New  England  economy  will  be  a  long  and  ardu- 
ous task.  The  continuation  of  the  spirit  and  intent  of 
the  Task  Force  collaborative  process  represents  the 
beginning  of  an  era  of  common  concern  for  New 
England's  future. 
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APPENDIX 


The  New  England  Regional  Commission's 
Analyses  of  Economic,  Energy  and 
Transportation  Issues 

General  Comment 

There  is  little  doubt  that  the  New  England  economy 
has  been  nearly  studied  to  death.  Historically,  stud- 
ies were  undertaken  on  nearly  every  conceivable 
detail  of  life  and  activity  in  the  region,  but  few  if  any 
of  the  investigations  faced  up  to  the  real  issues  of 
lagging  economic  growth  and  higher-than-accept- 
able  unemployment.  In  recent  years,  as  greater 
acceptance  began  to  develop  of  the  view  that  New 
England  was  an  economically  mature  region  and 
new  policy  initiatives  were  needed,  a  number  of 
important  investigations  were  launched  by  the  Fed- 
eral Reserve  Bank  of  Boston  and  a  number  of  the 
region's  educational  institutions,  most  notably  MIT, 
Boston  College,  the  University  of  Connecticut,  the 
University  of  Rhode  Island  and  the  University  of 
Maine.  Unquestionably,  these  earlier  works  have 
been  extremely  important  in  delineating  the  precise 
nature  and  problems  of  economic  maturity,  but  few 
have  devoted  much  attention  to  the  solutions  and 
their  appropriate  policy  prescriptions.  Neverthe- 
less, the  necessary  foundation  of  research  has  been 
developed,  and  this  is  significant. 

Economic  Problems 

Background 

Recently,  the  New  England  Regional  Commission 
has  also  been  an  important  initiator  of  a  number  of 
recognized  analyses  on  the  regional  economy.  One 
of  the  most  comprehensive  was  conducted  by  Arthur 
D.  Little  and  released  in  1968  under  the  title  The  New 
England  Economy  Today  and  Tomorrow:  A  Basic 
Assessment  and  Projection.  This  important  study 
correctly  identified  an  area  that  has  subsequently 
consumed  a  great  deal  of  the  Task  Force's  time; 
namely,  that  the  demographics  of  the  New  England 


labor  force  will  have  a  powerful  effect  on  labor  sup- 
ply over  the  decades  of  the  1970's  and  1980's.  The 
study  commented  that  "without  a  substantial  in- 
migration  in  the  latter  part  of  the  decade  of  the 
1970's,  labor  shortages  will  be  experienced."  This 
and  other  studies  soon  led  to  the  publication  of  the 
New  England  Regional  Commission's  Regional 
Development  Plan  in  March  1971,  and  another 
important  study  in  February  1971  entitled  The 
Changing  Structure  of  Employment  and  Income  in 
the  New  England  Region  prepared  by  Professor 
Charles  F.  Floyd  of  the  University  of  Georgia.  In 
time,  these  studies  led  to  the  conceptualization  of  a 
number  of  specific  programming  initiatives  by  the 
Governors  through  the  New  England  Regional 
Commission  which  attempted  to  overcome  the  spe- 
cial problems  of  regional  economic  maturity. 

Current  Programming  Initiatives 

A  substantial  portion  of  the  New  England  Regional 
Commission's  effort  in  the  area  of  Economic  Devel- 
opment has  been  a  comprehensive  program  to 
attract  foreign  direct  investment  and  to  stimulate  an 
increase  of  exports  from  New  England  manufactur- 
ing firms.  To  achieve  this  end  the  New  England 
Regional  Commission  has  established  an  office  in  the 
New  York  World  Trade  Center  to  aid  states  in 
developing  new  export  leads.  In  early  1976  a  New 
England  European  Office  will  be  established  to  sup- 
plement the  individual  state  efforts  to  attract  foreign 
investment.  This  New  England  presence  in  Europe 
is  considered  an  important  step  in  the  sequence  of 
expanding  trade  and  investment  in  the  region. 

Another  major  ongoing  program  is  the  Manufac- 
turers Clearinghouse,  a  joint  program  with  The  First 
National  Bank  of  Boston  and  Bolt,  Beranek  and 
Newman  to  match  up  the  region's  demand  for 
machining  with  existing  excess  machining  capacity 
within  New  England.  The  Clearinghouse  program 
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has  been  in  existence  for  nearly  two  years  and  has 
already  proved  to  be  successful  in  generating  new 
machining  work  within  the  region  at  an  annual  rate  of 
$8  to  $10  million.  Without  the  Clearinghouse,  these 
match-ups  of  demand  for  machining  may  have  been 
lost  to  companies  outside  the  region.  In  time,  this 
program  is  expected  to  expand  further  and  will  make 
a  significant  contribution  to  stabilizing  machining 
demand  within  the  region  and  will  create  many  new 
job  opportunities. 

New  Program  Initiatives 

It  is  clear  that  the  Task  Force  recommendations  spill 
directly  over  into  new  program  initiatives  in  eco- 
nomic development.  Of  paramount  importance  are 
the  direct  ties  to  the  business  and  labor  sectors 
including  verification  of  the  rapidly  emerging  occu- 
pations (especially  those  where  critical  shortages  are 
developing),  dissemination  of  information  pertaining 
to  financing,  planning  and  programming  of  new 
technology  and  product  development,  and  practical 
conceptualization  of  new  capital  market  incentives 
(especially  the  creation  of  a  New  England  Capital 
Corporation  for  the  issuance  of  debt  capital  to  suc- 
cessful small  and  medium  businesses).  Much  more 
work  is  required,  specifically  in  quantifying  the 
trade-offs  between  growth  and  the  environment,  but 
it  is  obvious  that  the  business,  labor  and  banking 
sectors  of  the  regional  economy  are  going  to  be 
pulled  more  tightly  together  as  a  result  of  the  Task 
Force. 


Energy  Problems 

Background  Analyses 

There  is  absolutely  no  question  that  the  New  Eng- 
land economy  has  been  severely  weakened  by  the 
two-year-old,  two-tier  energy  price  system.  The 
protracted  effects  of  the  sharp  rise  in  energy  costs 
are  now  widely  perceived  and  it  is  clear  that  their 
impact  on  regional  manufacturing  operations  is 
increasingly  pricing  these  firms  out  of  national  mar- 


kets. A  recently  released  special  study  by  The  First 
National  Bank  of  Boston  clearly  documents  this 
problem.  Shown  in  the  table  below  are  the  responses 
to  three  special  energy  surveys. 


Survey  Date 
Survey  Question  Spring  1974   Fall  1974  Fall  1975 

Number  of  manufacturing 
firms  indicating /Vo 
Reduction  in  their  New 
England  production 
because  of  higher  energy 
costs  249  256  314 

Number  of  manufacturing 
firms  indicating/! 
Planned  Reduction  in 
their  New  England 
producti  on  because  of 

higher  energy  costs 6  10  23 

(2.4%)        (3.9%)     (7.3%) 


The  steady  upward  advance  in  the  number  of  firms 
indicating  a  planned  reduction  in  their  New  England 
production  facilities  is  a  most  pressing  economic 
policy  issue.  Through  the  leadership  of  the  New 
England  Governors,  the  New  England  Regional 
Commission  has  launched  a  comprehensive  energy 
research  and  policy  recommendation  system.  In  the 
two-year  period  since  the  oil  embargo,  thirty-two 
new  major  investigations  and  numerous  other  in- 
house  studies  were  completed.  Two  of  these  are 
particularly  important  and  are  relevant  to  the  work 
of  the  Task  Force. 

First,  there  is  the  Arthur  D.  Little  Inc.  three-volume 
analysis  on  New  England's  energy  requirements 
through  1990  and  their  impact  on  regional  economic 
growth.  This  study  points  clearly  to  the  need  for 
greater  economic  and  energy  planning  in  order  to 
avoid  sectoral  disruptions  that  could  occur  from 
energy  shortfalls  in  natural  gas,  and  before  greater 
nuclear  reliance  is  attained.  Second  is  the  creation  of 
the  New  England  Energy  Management  System 
(NEEMIS)  by  MIT.  NEEMIS  represents  a  major 
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step  forward  in  the  development  of  a  system  for 
collecting  complex  energy  supply  and  demand  data 
on  a  uniform  basis  for  the  region.  NEEMIS  has 
proved  to  be  a  valuable  data  system  in  judging  the 
regional  impact  of  Federal  energy  programs. 


Current  Programming  Initiatives 

In  the  past,  the  emphasis  on  NERCOM  energy  pro- 
grams and  studies  has  been  primarily  on  identifica- 
tion of  the  region's  needs,  problems  and  resources. 
Having  identified  the  region's  energy  components, 
current  energy  programming  initiatives  are  concen- 
trating more  on  implementation.  This  includes  what 
technical,  legal  and  institutional  changes  must  be 
made  if  suggested  corrective  procedures  are  to  be 
put  in  place  and  a  more  satisfactory  energy  price 
parity  reached.  In  addition,  a  number  of  demonstra- 
tion projects  are  being  funded  to  increase  public 
awareness  about  more  effective  and  efficient  use  of 
available  resources  including  energy  sources  of  the 
future  such  as  solar.  Demonstrating  the  feasibility  of 
windmill  power  as  an  adjunct  to  regular  utility  power 
sources  is  the  purpose  of  an  unusual  project  at  MIT. 
A  demonstration  project  in  Maine  involves  the  con- 
version of  wood  waste  into  fuel  for  use  in  residential 
and  commercial  boilers. 


Another  current  New  England  Regional  Commis- 
sion program  is  designed  to  provide  resource  assist- 
ance to  state  regulatory  agencies.  Its  purpose  is  to 
enable  the  agencies  to  act  creatively  rather  than 
react  to  problems  by  providing  staff,  studies  and 
consultants  to  explore  different  methods  of  improv- 
ing energy  capabilities.  As  an  example,  this  resource 
assistance  will  be  used  to  look  at  potential  impacts 
associated  with  a  particular  electric  power  load 
management  program.  Rather  than  having  to  react 
only  to  the  proposals  submitted  to  them,  the  regula- 
tory agencies  will  be  better  able  to  anticipate  and 
direct  action. 


New  Program  Initiatives 

The  ultimate  acceptance  and  successful  implemen- 
tation of  capital  and  labor  market  recommendations 
rest  crucially  on  the  resolution  of  the  region's  special 
energy  problems.  There  is  no  doubt  that  this  includes 
a  more  equalized  energy  price  parity  with  the  rest  of 
the  nation.  But  the  region's  energy  problems  do  not 
stop  here  for  there  are  longer-run  issues  that  will 
affect  energy  generation  in  the  region.  More  specif- 
ically, this  pertains  to  the  special  capital  financing 
problems  of  the  utilities,  especially  for  the  more 
expensive  nuclear  power  facilities. 

A  special  Task  Force  survey  determined  that  the 
region's  investor-owned  utilities  are  planning  to 
spend  more  than  $12  billion  for  new  plant  and  gen- 
erating equipment  (mostly  nuclear)  over  the  next  ten 
years.  This  substantial  increase,  up  126  percent  over 
the  previous  decade,  will  bring  extraordinary 
demands  on  regional  and  national  capital  markets. 
Although  the  Task  Force  did  not  address  itself  spe- 
cifically to  this  pressing  regional  issue,  several  com- 
ments are  in  order  for  the  region's  Governors.  First 
is  the  Task  Force's  concern  over  the  recent  public 
utility  bond  rating  downgradings  by  Moody's  and 
Standard  and  Poor's.  Shown  in  the  table  below  are 
changes  in  these  ratings  for  the  period  December  31, 
1969  through  March  31,  1975. 


United  States  Excluding  New  England 

Moody's  Standard  and  Poor's 
Unchanged  rating                76  (66%)  60  (53%) 

Upgraded  10   (9%)  5   (4%) 

Downgraded  29  (25%)  48  (43%) 


Unchanged  rating 

Upgraded 

Downgraded 


New  England 

Moody's  Standard  and  Poor's 
9  (38%)  8  (42%) 

5(20%)  1    (5%) 

10(42%)  10(53%) 


The  interpretation  of  these  data  is  straightforward; 
namely,  that  while  the  financial  stresses  of  the  utili- 
ties are  a  national  problem,  they  have  become  much 


more  accentuated  in  New  England.  Detailed  analy- 
sis shows  that  the  majority  of  the  downgradings 
have  occurred  in  Massachusetts  and  Connecticut. 
Second  is  that  any  continuation  of  these  trends, 
even  aside  from  their  worsening,  means  there  will 
be  a  serious  problem  of  attracting  equity  invest- 
ments in  these  utilities.  The  Task  Force  urges  the 
Governors,  the  New  England  Regional  Commission 
and  the  region's  utilities  to  work  in  a  realistic  man- 
ner to  create  an  environment  in  which  these  firms 
are  able  to  compete  successfully  in  the  national 
markets  for  necessary  expansion  capital.  In  order 
for  the  utilities  to  earn  a  fair  return  on  capital  with- 
out excessive  rates,  the  Task  Force  recommends 
that  the  Governors  encourage  accelerated  utiliza- 
tion of  coal,  nuclear  power  and  other  alternative 
sources  of  energy.  The  Task  Force  believes  that 
without  adequate  energy,  the  region's  economic 
growth  may  lag  even  more  in  the  decade  ahead. 

Transportation  Problems 

Background  Analyses 

The  pending  United  States  Rail  Association 
(USRA)  reorganization  of  the  Penn  Central  and 
other  bankrupt  railroads  is  expected  to  have  a  major 
impact  on  the  New  England  economy.  Anticipating 
this  action,  the  New  England  Governors  through 
the  New  England  Regional  Commission  undertook 
the  New  England  Regional  Railroad  Project.  The 
study  included  the  building  of  an  economic  model  of 
the  New  England  railroads  and  an  analysis  of  their 
impact  directly  and  indirectly  on  the  economy, 
including  examination  of  alternative  rail  structures. 
This  study  has  provided  the  Commission  and  the 
states  with  substantial  expertise  enabling  them  to 
work  closely  with  USRA,  USDOT  and  the  railroads 
in  determining  the  best  structure  for  ConRail  from 
New  England's  point  of  view.  It  also  set  the  states 
on  an  entirely  new  direction,  enabling  them  to  argue 
for  public  ownership  of  rail  rights-of-way  as  a  long- 
term  solution  to  the  rail  industry's  problems.  This 


last  effort  was  culminated  in  the  draft  of  legislation 
which  has  been  introduced  in  both  Houses  of 
Congress. 

In  another  important  analysis,  the  economic  impact 
of  rail  service  was  analyzed  by  Harbridge  House. 
According  to  this  study,  "The  USRA  preliminary 
system  plan  proposes  a  termination  of  rail  service 
on  thirty-two  selected  line  segments  of  the  Penn 
Central  in  New  England.  These  segments  presently 
serve  customers  who  employ  an  estimated  19,200 
workers  in  the  three  southern  states."  As  the  final 
USRA  System  Plan  is  studied  in  Congress,  this  too 
will  be  an  important  area  for  policy  concern. 

Current  Programming  Initiatives 

The  expertise  gained  from  these  important  trans- 
portation policy  works  will  continue  to  help  the 
Governors  and  the  Commission  to  meet  overall 
planning  efforts  under  the  Regional  Rail  Reorgani- 
zation Act  of  1973.  To  look  at  the  problem  on  a 
broader  scope,  the  New  England  Governors 
through  the  N.E.  Regional  Commission  undertook 
the  New  England  Regional  Rail  Project.  One  con- 
clusion of  the  Rail  Project  study  was  that  there  is  a 
definite  need  to  restructure  the  economic  basis  of 
the  rail  systems  in  the  entire  country. 

In  other  areas,  a  current  study  is  concentrating  on 
the  operation  and  regulation  of  intermodal  freight 
movements  in  order  to  make  it  more  efficient  and 
responsive  to  the  region's  economic  needs.  Also,  a 
demonstration  project  in  New  Hampshire  is  provid- 
ing air/bus  service  to  the  North  Country  in  order  to 
make  air  passenger  service  more  accessible. 


New  Programming  Initiatives 

Future  programming  initiatives  include  a  study  of 
freight  rate-making  criteria.  This  study  will  focus  on 
methods  to  make  the  rates  more  rational  and  reflec- 
tive of  the  actual  cost  of  transportation.  Another 
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project  involves  the  coordination  of  the  three  south-  Most  notably  is  the  recommendation  to  expand  the 

ern  states  as  they  participate  in  the  High  Speed  Rail  Commission's    outgoing    Transportation-to-Work 

Project  which  is  mandated  to  improve  rail  travel  Program  to  the  remaining  New  England  states.  The 

from  Boston  to  Washington.  Task  Force  is  most  interested  in  this  Program, 

especially  the  potentiality  of  the  successful  imple- 

A  number  of  the  Task  Force  recommendations  are  mentation  of  the  rail  commuter  project  between 

important  in  future  New  England  Regional  Com-  White  River  Junction,   Vermont  and  Greenfield, 

mission  programming  initiatives  in  transportation.  Massachusetts. 
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